Approveg For Belgass 2004108/26 < Cla-RRET9-0f

FAR EAST/PACIFIC BRANCH I
> INTELLIGENCE HIGHLIOGHTS--WEEK OF 11 MAY - 17 MAY 1948 5+ & @

SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS b

The North Korean slectric power cut-off of 1l May will have an
embarassing, although not crippling, effect upon South Korea. The Soviet-
controlled North Koreana have the capability of aggravating this situation
by cutting off water supplies across the border. Future moves affecting
power and water supply will continue to be guided by the Soviet objective :
of forcing US withdrawal from Korea. t

In China, opposition to Chiang Kdi-shek is inereasing at a time when
the National Government ,faces mourting military efforts by the Chinese
Communists and growing economic dntericration., Chiang shows no disposition
to take effective measures, and apparently is trying to counter his opposi- 3
tion by rellance upon old, trusted, but incompetent, political figures. i

The Pnilippine Government is currently atiempting to reach a political
settlement with dissident groups; if successf:il, such attampts would nate-~ |
rially increase stability in trie Fnilippines. 3

A new anti-Phifbul movement, led by high Army and Navy officers, is
reportedly developing in Siam, but is not yet believed powerful enough to
threaten the Government.
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NOTEs In aucceeding sections of this Weekly, the following marginal nota~
tions are used:

(1) An asterisk (%) = To indicate that all or part of an
item is based solely upon imormation from State's "S/S
distribution" series.

(2) ©A", "BY, or "C".— Importance, in B/FE's opinion, of

/g ' the item, with "A" representing the most important ones.
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SECTION II. DEVELOPMENIS IN SPECIFIED AREAS '

GENERAL -

Sale of Japanese rolling stock to Europe discouragsed

The US Politiocsl Adviser in Tokyo hes replied to the State Departe
ment's request for his commenis on the possibility of Japenese rolling
stock manufacturing capaoity being used for Buropean neede if Japen is
capable of producing equipment for a standard guage railroad (See B/'FE
Weekly of 4 = 10 May,) The Adviser states that Japan has the capecity
to produce such equipment, but that it is not feasible for Japan to
export any apprsoiable quantities during the next fiftcen months because
(1) Japan 1tself is currently very short of rolling stoock at 2 time
when it faces heavy transportution neads, and (2) during the next year,
Japen will be umable to produce more than sbout one-half of the 10,000
froight cars actually needed domestically because of its lack of raw
materials, such as pig irom or iron ore, manganese ore, magnesie olinker,
ooal, and possibly some types of lumber. In addition, Japan hes &
tentative commitment to the USSR for 310 freight ocars,
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JAPAN

Outcast leader possible Communist convert. MATSUMOTO Jilchiro, - “B"
widely recognized as ine leader of the Eta (outcasts ), and vice-
president of the Houss of Councillors, is reportedly becoming a
Japanese Communist Party (JGP) convert. Although the new Constitution
legally removaes the discrimination to which the Eta have been subject
for centuries and they now have political equality, it would be naive
to expect the age-old social and economic discrimination to have been
completely discarded. !NATSUNOTO, himself an outcast for the past two
and a half decades, has been tue recognized chanpion of the downtrodden
Ets in their struggles for equality.

Tn the April 1947 general elections !'ATSUOTO gained a seat in the
Upper Houge as a Social hemocrat and the Eta as a class voted the Social
Democratic ticket. 1f he becomes a Commurist, making a public avowal
of his conversion and requesting his people to follow, most of the Eta
would probably transter their pallots to the JCP. The Japanese Govern-
ment estimates Eta nuabers at one million while they themselves claim
three million. The JCP polled approximately one million votes in the
April 1947 general election and, since the addition of the Eta to their
renks would be invaluable, the JCP has reportedly been making consistent
efforts to convert I"ATSUMOTO to their doctrines.

KOREA
Loss of North Korean power is causing hardship but not chaos in AR
South Korea at present. The stoppare ¥ill not irmediately impair

operation oF South Korea's most essential services, but a sharp decrease

in already low industrial production will be inevitable. Plans are in
effact which will permit continuance of essential services and industries
through August but these involve partisl reliance upon stand-by thermal
plants previously idle because of high operational expenses and lack of
an adequate quantity and quality of ecoal. l‘oreover, the steppling-up

of hydro-electric generation jnvolved in these plans can be effected
only during the summer months when rain will give the additional necessary
water supply. A severe rationing program and careful use of limited
coal stocks will permit South Korea to supply 607 of its current needs
of apprroximately 100,000 kw. in June. After July bituainous coal imports
of 20,000 metric tons per month will be required to maintain the pro-
duction of 607 of requirements. The anticipated summer rains will raise
the figure to 80-90% during July and August. It 18 to be noted, however,
that Chong P ong, a hydro-electric plant now producing about 18,000 kw.
and which is now undergoing repairs in order to step~-up its generation,
cannot be depended upon in the present emergency since it uses water
from north of the 38th parallel which can be turned off by the North
Koreans. North ¥orea also has the capability of cutting off water used
for irrigation purposes in South Korea with a resultant adverse effect
on South Korean sgricultural areas adjacent to the 38th parallel.

There is nothing to compel the Soviet authorities to restore the
power supply to South Korea. However, propaganda considerations could
induce them to make the cut-off only temporary. If the power suprly is

Approved For Release 2001/08/26 : CIé-RDP79-01082A000100010020-7

g e sea



, b Pl

Approved For Releasg RDP79-01082A000100010020-7

restored, therefore, it will probably be accompanied by repeated
explanations that the cut-=off was directed only against the US
occupation authorities and that sympathy with the plight of their
suffering countrymen prompted the ilorth Koreans to reverse their
decision. Tt is apparent that the Kremlin is deternined to take
maximum advantage of the power situation as rart of its presently-
indicated campaign to assure that US withdrawal from Korea will be
accomplished under the most enbarrassing and chaotic circumstances.
The path will then be open for rapid North Korean conquest and con-
solidation of the South. Adoption of an "all-Xorean" Constitution by
the North Korean People's Council on 29 April marked the completion
of preparations for eventual annexation of South Korea. The presence
of US occupation forces is now the only factor frustrating implementa-
tion of Soviet plans to dominate all of Korea.
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CHINA

Increasing Qpposition o Chiang Kei-shek

There seems %o be no prospect that Chieng Kai-shek will introduce any "A"
reforms that might improve China's present ceritical situation and regaln
populer support for the Netionel Government, The complexion of the National
Government appears to bte unchanged by the goveramental reorgenlizaticn novw
telcing place. Rather than introducing into the Government liberal person= -
plities inclined toward positive action, Chiang Kaoi-shek 38 epperently ale
tempting to balence the opposition voiced through Li Tsung-Jents élection
to the VicewPresidency by maintaining in the top government posltlons
political figures upon whon he hes relied in the past, despite their inefisc-
tive records. : ‘

The position of Vice-Presldent nas 1ittle constitutional power and
Chiang will probably %ry to keep 1i ‘Peung-Jen from sssumlug eny sushority.
14, however, ig following his progressive political campaign by the formu-
lation of a reform program. Lifs political advisor has indlcated that if
Chieng refuses to accept the plen, 1i will force the Gemeralissimo into the
background snd teke over the leadership of the Governmeat. Ii's movemen?t
sppears to be gathering strength and a program for positive reform wonld
undoubtedly command populer support.

Marshel 14 Chi-shen'!s Euominteng Revolutionary Commiitee now cperating
in Hong Kong aleo gives indications of being an effective source of opposi-=
tion. This group is reported to have definite plans for overthrowing the
ceneralissimo and negotiating vith the Communisis for peece. Marshel Id
reasons that eny government responsible for ending civil sirife would be
assured immense populsr support and that peace is necessary tc stabilize
the country and prevent the spread of Communiem, It is rumored that 1Li Chi-
shen's group 1s associated with the movement centering around Ii Tsung-jen.
Pheir combined forces might be sble to force Chisng'es withdrawel, which '
they both desire, since, as long as Chiang shows no indicatlons of teking
effective mepsures to handle the presént crisls, the demend for nevw leader—
ship will increase. However, in any political upheaval the process of
disintegration will probably be sccelerated at first and the initial advan=
tages will therefore accrue %o the Chinese Communiste.

The tenor of Chlang Kaj-shek's regent ernointments is indicated in the "C©
neming of an old reliable, Marshal Ku Chu-tung, to be Chief of Staff, succeed=-
ing General Chen Cheng. Marshel Ku,; who has been Chief of the Army Ground
Forces and concurrently conmender of the Advance Heedquarters &% Hguchou,
is considered one of the most incompstent generals in the Nationelist Army.

_ General Yu Han-mou, another of the Generalissimo's trusted but hardly
% quslified reliables, succeeds Ku.

SECRET
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The return of General Boschin, new Soviet Ambassador to China, has """
aroused speculation as to whether the USSR will now adopt a more positive
poilicy than hitherto in Chinese affeirs. There has been no Soviet Ambassador
at Nanking since last Juns. General Roschin may renew telks with Chinese
officials regarding a compromise setitlement of the civil conflict, end it is
possible that he may offer Soviet mediation. In addition it is likely that
Roschin will undertake medietion of the current impesse in Sinkiang, and -
that this will be accepted by General Chang Chin-chung, top Chinese official
in that province, No real progress has been mede toward solving the dead=
lock in Sinkieng through the exchenge of notes during the past eight monthe
between Gen, Cheng Chihe-chung and the 111 Group. Ae minimum conditicns for
a resumption of negotiations, the Chinese demend return of Il1 leaders to
Tihwa; the I1i Group demends dismissal of Mesud Sebri es provincisl Governor.
Neither side will agree to the condition demended by the other. So fer, the
sxchenge of notes has resulted only in keeping the situation open to dige
cussion, end in forestalling resumption of large-scale warfars. Soviet
mediation will probebly result in further Chinese concesaions %0 the Ili
Group.

Finsncial Position Hetionalist China. There appears to be little hope VBT
within the government of arresting the deteriorating economy in the vieidble

future. Among factors for this growing reallzation ares (1) effective US
s1d is etill months off, (2) prices are advancing such faster (almost
doubled during the pest month) than the note jssue, (3) goverament revemies
‘are seid to be only 40% of expendituraes, which now amount o CN $24 trillion
monthly; firet half 1948 budget of CN $06 trillion is slready exceeded, and
(4) the diseropancy between the "open" end black-marked exchange rates is
ruinous to the export trede.

F

gserious concern over the gemersl economic an nen= ~

cial position of the government, and is considerably pessimistic over the:
US aid program in relation thereto., He said: (1) foreign exchenge is com=
pletely exhausted except for working balances, and the Centrsl Bank has
been borrowing exchange from the Bank of Chine the past six weeks, (2)
April note issue increased 40% over March, while the budgetary situation '
1s "completely out of hand", and (3) the ineptitude, indifference, fear, ?
and genersl low morale in high government circles heve become much worse
in the past three months. '

-
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PHTLIPPINES

~uirino Governmeni attempts to solve law and order problem, The new "AY

3

~girine administrabion, in a dramaiic erfort to establish .ts power and
prestige, has reversed the stern policy of the Roxas adninistration toward
dissident groups. The overnment is currently negotiating for the surrender
of Tuis Taruc, leader of the Hukbalahap, and his followers, and has prepared
an amnesty prociamation which the Philippine Congress: reportedly is prepared
to aceept, Although neither the terms of the surrender nor the provisions
of the amnesty are yet known and although serious obstacles could easily
develop, the negotiations thus far represent a significant achievement,

Tf a surrender is neeoiiated which will ef?ectively reduce the number of
firearms in circulation and if a reascnable amesty is issued, substantial
progress toward stability in the Fhilippines can be antieipated.

Approved For Release 2001/08/26 : CIA-RDP79-01082A000100010020-7

g TR e 1 g



I s B

SECTION ITI. DIGEST OF INMPORTANT STUDIES AND BSTIMATES

Teonomioc Importance of lanchuris

Menohuria is almost unique among the areas of the Asiastlo mainland npe
in that, under existing conditions of technolopy and population density,
it possesses a oapacity to produce more than it consumes for current
purposes -= that is, a capacity to create capitals In additlon, Yanchuris
possesses an industrial plent which, despite Soviet removels, war destruce
tion and deterioration, is valued at approximately US 42,5 billion. Under
fevorable ciroumstances this plant could be inereased to US 56.5 billion
within a deoade, or four times as large as the total industrial plant in
China proper in 1936, and half the size of Jupan's 1936 industrial plant.

Manchuria is of little direot economic importence to the US in terms
of future trade possibilities. However, in terms of the future balance of
power in northeast Asia, Manohuria is of somewhat grcater importance to
the US. Given a friendly China in control of Manchuria, US capital could
utilize the soonomic potential of that area to develop China into an
jndustrial power. On the other hand, Communist control of lManchuria would
complicate the problem of economic recovery in Japan and provide the USSR
with a trade weapon that could be used for political purposes in Asia,

In addition, the USSR would acquire llanchuria's large agricultural surpluses,
useful to the development of Eastern Siberiae It is considered unlikely,
hovever, that the USSR could or would in the short-term future realize

upon the lfanchurian potential for industrial developrent,

(The Beonomic Importance of Manchuria to the
United States,

Dept. of otate, OIR Report No. 4160,

23 January 1948. CONFIDENTIAL =US Officials

only, Distributed in April 1948, )
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